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Abstract 
Economic  efficiency  is  a  term  used  to  estimate  the  results  of  an  economic  activity 
comparing to the efforts involved in the respective activity. Economic efficiency is the 
main  qualitative  factor  of  economic  growth,  as  it  assures  the  absolute  growth  of  the 
outcome at the same effort amount. Economic efficiency includes profitability, which is a 
general indicator for efficiency. 
Keywords: economic efficiency, profitability, profit, economic growth. 
 
 
The economic efficiency of investments represents a key indicator for the 
development  of  both  companies  and  the  economy  as  a  whole.  Only  those 
investments are considered efficient, which generate profit; the overall cumulative 
profit obtained during the lifespan of an economic investment aims to recover full 
costs of investment and asssure an additional profit whose maximization represents 
one of the company’s objectives. 
Profitability is defined as a company’s capacity to obtain profit from its 
economic activity, by using its resources and it represents an economic instrument 
which underlies  all  the company’  decisions regarding  activity management  and 
relationships  with  the  business  partners;  therefore  it  acquires  the  status  of  an 
essential criterion used for assessing economic efficiency. (Cojocaru, 2000). 
Profitability,  synthetically  defined  as  the  enterprise’s  capacity  to  obtain 
profit is considered a decisive instrument for the market economy mechanism, for 
shaping production according to consummers’ needs. Profitability means obtaining 
an income from production sale that should exceed expenses. As a consequence 
profitability mirrors the efficiency of an enterprise’s whole economic activity. 
Profitability is one of the most important forms of economic efficiency. 
Regardless of the types of economic activities and resources involved or consumed, 
the  economic  effects  are  finally  materialized  in  the  profit    obtained  by  an 
enterprise. Of course, profit and profitability characterize the economic efficiency 
of production at micro economic level, in tight connection with  other indicators 
used  for  measuring  an  enterprise’s  economic  performance,  such  as:  labour 
productivity, production quality, production costs, etc. From among these, labour 
productivity has the highest influence on profit and profitability. It leads to profit 
growth on the one hand by increasing the volume of production and on the other 
hand by decreasing costs per production unit.  
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  Economic efficiency is a more comprehensive concept than profitability, 
as it is the most general category characterising the results generated by different 
variants of using or saving up resources involved or not involved in the economic 
circuit. Economic efficiency aims at minimizing resources accruing to a unit of 
effectiveness, and profitability is only a form of expressing efficiency. The concept 
of profitability has a relative character and that is why the analysis of profitability 
should  take  into  account  both  absolute  and  relative  indicators  (obtained  by 
calculating the ratio between the outcome and the means utilized for  carrying out 
the respective activity. We can talk about profit when expenses are exceeded by 
income;  profit  is  only  a  component  part  of  profitability.  Profitability  is  tightly 
connected  to  investors’  professionalism,  to  time  and  financial  and  material 
resources invested in an economic activity. 
At the level of the enterprise, in its general form which we introduced at 
the  beginning  of  the  present  article,  economic  efficiency  bears  the  name  of 
profitability and whether the ratio between the outcome and the effort is expressed 
as a percentage, it will bear the name of profitability rate. The key element of an 
enterprise’s  profitability is represented by profit which, in its different forms is 
taken into consideration when determining the different profitability rates.  
  The  objective  of  any  enterprise  is  to  obtain  maximum  benefits  and  to 
recover the invested capital in order to assure its development and the payment of  
investors (Zaman, Geamănu, 2006). The major objective of any economic entity is 
to increase the value of its own development as well as to increase the wealth of the 
stakeholders  (shareholders,  employees,  creditors,  etc.).  The  achievement  of  this 
objective is conditioned by the carrying out of a profitable activity, by its capacity 
to  generate  incomes  that  should  cover  the  expenses  incurred  by  the  respective 
activity and to lead to achieving a net income (Sighicea, Vasilescu, 2009). 
  Profitability represents an important criterion on which decisions made at 
micro,  mezo  and  macro  economic  levels  are  based.  Profitability  also  bears  the 
name  of  profiatbility  rate  and  in  the  market  economy  it  is  the  most  important 
economic efficiency indicator. Profitability is calculated as the ratio between the 
profit volume and its associated costs, turnover or capital used (production costs).  
Profitability is one of the most synthetic indicators used for expressing the 
efficiency of the enterprise’s whole economic and financial activity, respectively of 
all  the  production  means  used  and  of  the  labor  force  in  all  the  stages  of  the 
economic circuit: procurement, production, sale (Moro an, 2006).  
In his book "Enterprise Economy” Xavier Richet showed that profitability 
comprises a set of synthetic indicators which allow the assessment of the extent to 
which the enterprise values the production factors it uses. For all the categories of 
economic activities and resources involved or consumed the economic effects are 
finally mirrored in the profit obtained by an enterprise.  
The analysis of an economic system’s degree of development, its capacity 
of survival,  its  final development  direction  is based  on  accurately  defining  and 
measuring  economic  efficiency.  Economic  efficiency  is  a  modern  concept  of 
assessing an activity and it is used for grounding decisions so that the available  
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resources  should  be used  in  the  most  favorable way  for  the  enterprise. But, as 
professor D. Margulescu points out, the content of economic efficiency is much 
richer and larger. Economic efficiency is a general category characterizing “the 
results  generated  by  different  variants  taken  into account  for  using  (productive 
consumption,  individual  consumption,  sale)  or  saving  up  resources  (human, 
tangible or financial assets) involved or not involved in the economic circuit.  
Profitability is defined as a company’s capacity to obtain profits from sales 
which should exceed the expenses incurred for financing the activity costs. 
In  the  market  economy  profitability  is  the  most  important  indicator  of 
economic efficiency. It is obvious that the variant with the highest profitability will 
be preferred when making an economic decision. 
Profitability is an instrument grounding all decisions regarding the internal 
enterprise management as well as the enterprise’s relationships with its business 
partners,  acquiring  thus  the  status  of  an  essential  criterion  used  for  assessing 
economic  efficiency  (Cojocaru,  2000).  Profitability  represents  the  fundamental 
criterion of assessing the efficiency of an economic activity, its value reflecting the 
relation between the efforts made and the results obtained by the enterprise.  
Profitability expresses an enterprise’s capacity to generate profit, that is to 
cover the expenses by incomes and to obtain a surplus value represented by the 
profit. Profitability may also be defined as an enterprise’s capacity to obtain profit 
by  using  the  production  factors  and  capitals,  regardless  of  their  source.  In  the 
market economy, profit is the very reason of existence of an enterprise. Its value is 
given by price fluctuation as a consequence of the supply demand correlation and 
of costs which reflect the management of the resources used. The solvent demand 
of consumption influences supply and due to profitability mechanism, it directs 
capital placement and therefore production. Therefore profitability plays the role of 
a  decisive  instrument  within  the  market  economy  mechanism,  for  shaping 
production, in relation to consumers’ needs (productive or individual consumers). 
It means obtaining incomes higher than expenses from the sale of production.  
Profitability expresses the economic agent’s capacity to generate profit and 
it is calculated as the ratio between the profit and the total costs or other indicator. 
Being calculated as a rate, it is a highly relevant indicator as it refers to the final 
outcome  of  the  investor’s  activity  (Andronic,  2000).  Profitability  is  tightly 
connected to the investors’ professionalism, to time, to the financial and material 
resources invested in an economic activity. Any enterprise is bound to assure the 
payment  and  the  renewal  of  the  invested  capital  and  these  objectives  can  be 
achieved only on the background of a high enough profitability of its activity.   
The  calculation  of  profitability  is  based  on  two  indicators:  profit  and 
profitability rates. The profitability indicators – both the operational ones and those 
used for its diagnosis analysis are expresses in absolute and relative values. 
The profitability absolute value is reflected by profit (a volume indicator) 
while the degree to which the company’s resources and capital generate profit is 
reflected by the profitability rates (an indicator of relative values of profitability) 
(Moro an, 2006).  
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Profit is a volume indicator of   profitability, and profitability rates reflect 
the relative value of profitability, being an indicator which measures the degree to 
which the capital or the use of the enterprise’s resources generate profit.  
Profit reflects the appropriate administration of the resources used in the 
economic  activity  and  its  main  components  are  the  incomes  and  the  expenses 
generated by the respective economic activity. 
According  to  the  present  system  of  planning  and  economic financial 
administration, the profit is conceived as having a double role:  
• Gross profit calculated as the difference between total income and total expenses 
of the enterprise; 
• Net  profit  which  remains  at  the  disposal  of  the  enterprise  for  being  divided 
according to the stipulated purposes (Sighicea, Vasilescu, 2009). 
The gross profit allows the carrying out of certain analyses not only at the 
level of overall enterprise activity as net profit does but also for the three types of 
activities  and  for  each  product  of  the  enterprise.  The  profit  constitutes  the 
maximum point of interest in most financial analyses. All the other rates are used 
for making decisions whose final result is profit maximization.  
Profitability, as a form of economic efficiency may be expressed by using 
profitability rates. The profitability rates are a synthetic reflection of enterprises’ 
economic and financial characteristics and express their efficiency in the activity of 
obtaining profit by using the available resources (Sighicea, Vasilescu, 2009). 
The  scope  of  profitability  is  different  based  on  the  economy’s  level  of 
organization. Starting from the classical formula used for determining economic 
efficiency as the ratio between the outcome obtained and the efforts made even 
within the same level of economic organization (micro, mezzo or macroeconomic) 
one can differentiate among more indicators used for characterizing it, based on the 
different elements taken into account when quantifying the outcome on the one 
hand and the effort on the other hand (Sighicea, Vasilescu, 2009). 
Economic efficiency is a more complex category than profitability. It has a 
much larger scope than profitability, as it involves the whole system of indicators 
which reflect the specific forms of economic efficiency, a system grouped in sub 
systems among which the sub system of  profitability indicators. 
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